University of New Mexico

UNM Digital Repository
SourceMex

Latin America Digital Beat (LADB)

8-16-2000

Business Briefs: Tequila, Coca-Cola, Steel Merger
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/sourcemex
Recommended Citation
LADB Staff. "Business Briefs: Tequila, Coca-Cola, Steel Merger." (2000). https://digitalrepository.unm.edu/sourcemex/4272

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in SourceMex by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 53771
ISSN: 1054-8890

Business Briefs: Tequila, Coca-Cola, Steel Merger
by LADB Staff
Category/Department: Mexico
Published: 2000-08-16
The tequila industry, facing a government anti-trust investigation, reached a supply agreement with
agave growers in August. Also facing anti-trust action is Coca-Cola Mexico, accused of acting to shut
out competitors from entire regions of Mexico. Meanwhile, efforts by Mexican steel producer Altos
Hornos de Mexico (AHMSA) to reach a working agreement with Spanish company Aceralia might
fall through because creditor banks have rejected a proposed joint venture.

Tequila industry reaches agreement with agave growers
In mid-August, producers of agave cactus reached an agreement with liquor distillers on supply and
pricing considerations. The agreement averts a crippling shortage of agave that threatened to send
the tequila industry into a severe crisis, said Alberto Curis Garcia, president of the Camara Nacional
de la Industria Tequilera (CNIT).
Under the agreement, the CNIT will sign an exclusive agreement with the Union Agricola Regional
de Productores de Mezcal Tequilero del Estado de Jalisco, which represents about 80% of agave
growers. The CNIT was forced to seek the agreement with the growers because a shortage of the
cactus had caused prices to skyrocket. Strong demand for tequila, particularly in export markets,
had begun to severely tighten supplies of agave, resulting in price speculation (see SourceMex,
2000-06-14).
The CNIT said tequila bottlers will now be able to obtain agave cactus for about 9 pesos (US
$0.97) per kg. Before the accord, prices at times shot up as high as 14 pesos (US$1.52) per kg. The
agreement provides a closer working relationship between the tequila bottlers and agave producers
in the cultivation of agave cactus. Curis said the CNIT is now in a position to provide direct financial
assistance and other benefits to the agave industry, including using the organization's influence to
obtain low-interest agricultural loans for growers.
The agreement with producers came only weeks after the government's anti-monopoly agency,
the Comision Federal de Competencia (CFC), launched an anti-trust investigation against tequila
bottlers. The CFC was looking into allegations that the bottlers were attempting to manipulate prices
by refusing to buy new supplies of agave unless growers reduced the price to 4 pesos (US$0.43) per
kg. Curis expressed confidence that the CFC would find in favor of tequila bottlers, who had taken
the temporary emergency action to bring down agave prices.

Anti-monopoly agency to investigate Coca-Cola
The CFC has taken preliminary steps to bring anti-trust proceedings against Coca-Cola Mexico, a
subsidiary of Atlanta- based Coca Cola Co. In a ruling announced in early August, the CFC said it
had found sufficient evidence that Coca-Cola Mexico was engaged in "monopolistic abuses" in its
attempt to dominate Mexico's soft-drink market, valued at about US$5 billion a year. This would be
the CFC's second case against Coca-Cola Mexico.
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In May 1999, the CFC moved to block US-based Coca- Cola Co. from assuming the Mexican assets
of competitor Cadbury-Schweppes. The CFC ruled at that time that the move would have given
Coca-Cola a huge share of Mexico's soft-drink market (see SourceMex, 1999-05-05). The CFC's
latest investigation centers on Coca-Cola Mexico's exclusivity agreements with vendors around the
country. Pepsi-Gemex, Grupo Mundet, and other rivals contend the agreements have helped CocaCola lock competitors out of entire zones of Mexico.
The CFC has given Coca-Cola Mexico 45 days to formally respond to the report. Coca-Cola Mexico
claims to hold a 68% share of the carbonated soft-drink market in Mexico. But the CFC contends the
company's share of cola sales is closer to 80%. In contrast, Coca-Cola Mexico's nearest rival PepsiGemex controls about 18.4% of the country's soft-drink market.
In preliminary arguments, Coca-Cola Mexico contended that the CFC should not view the domestic
beverage market just in terms of soft drinks. Company officials said Coca-Cola Mexico controls only
15% to 16% of Mexico's total market for nonalcoholic beverages, including bottled water and juices.
Furthermore, the company said that the growth of its market share in Mexico is not the result of
exclusivity agreements but because local bottlers made huge investments to expand their territory.
Still, there's a strong chance that the CFC could begin anti-trust proceedings against Coca-Cola
Mexico. If the agency rules against the company, market analysts say, Coca- Cola Mexico would be
forced to change its competitive strategy to place a larger percentage of its financial resources into
advertising. "Brand positioning as well as investments in promotion and publicity campaigns will
gain importance," said Victor Hugo Flores, beverage industry analyst at Interacciones brokerage.

Bankers urge AHMSA to reject latest venture with Aceralia
A proposed joint venture between financially troubled Mexican steel company Altos Hornos de
Mexico (AHMSA) and Spanish smelter Aceralia Corporacion Siderurgica appeared in jeopardy
after creditor banks rejected terms of the transaction. The two companies had been expected to
reach a merger agreement earlier this year, pending approval from the Spanish company's board of
directors and AHMSA's creditor banks (see SourceMex, 2000-03-29).
The merger would have helped AHMSA emerge from significant debt problems, which had
caused the company to default on several loan payments in 1999 (see SourceMex, 1999-05-05 and
1999-06-09). But the merger talks failed, prompting the two companies to consider a venture through
which Aceralia could use AHMSA's production facilities in Mexico to access the North American
market. Under the deal, Aceralia still would have ended up with two seats on AHMSA's board of
directors. The joint-venture proposal was also subject to approval from AHMSA's creditor banks.
In August, the banks rejected the plan, saying it was weighted too much in favor of Aceralia. "With
an investment of only peanuts, the Spanish company would gain significant participation in the
Mexican market, which is of much greater value than the capital it was willing to inject into the
deal," said a spokesperson for the creditor banks.
A source close to negotiations among AHMSA, Aceralia, and the creditor banks said the deal could
fall through because of the Spanish company's decision to reduce its planned investment. "Aceralia
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originally said they would come in with US$150 million but now it seems they want to reduce their
bid to US$125 million and not everyone agrees with that," the source told Reuters.
But the creditor banks have directed AHMSA to continue discussions with Aceralia regarding
some sort of strategic alliance. To allow the two sides to engage in further discussions, the bankers
extended the deadline for AHMSA to restructure its debts. Creditor banks had been scheduled to
take over the company if a debt-restructuring deal was not reached by Aug. 15. "The last things the
banks want is to end up with this company," said the source.
AHMSA director general Alonso Ancira said his company expects to eventually reach an agreement
with Aceralia. "We want to be a major player at the global level, and we cannot achieve this
alone," said Ancira. "We need a strategic alliance, and we've already begun the process with
Aceralia." [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect
on Aug. 16, reported at 9.18 pesos per US$1.00] (Sources: Dow Jones newswires, 08/10/00; Reuters,
08/08/00, 08/10/00, 08/11/00; Notimex, 08/14/00; La Jornada, 08/15/00; Reforma, 08/03/00, 08/15/00;
El Economista, 08/03/00, 08/06/00, 08/10/00, 08/15/00; El Universal, 08/09/00, 08/15/00; Excelsior,
08/09/00, 08/11/00, 08/16/00; El Financiero, 08/09/00, 08/11/00, 08/14/00, 08/15/00)
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